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This report is based on a 40-page brochure dealing with the
bonus system designed to replace the index vage system in Hungary.
The brochure was compiled by Laszlo Forrai, chief reporter of the
Becretariat of the National Wage Committee, and was published in
the "National Wage Committee" series of the Plan Administration
Book Publishing Enterprise » 8 fact which gives the contents a semi-
official imprint. The brochure consists of three parts: (i) an
introduction, vhich summarizes the reasons for the adoption of the
bonus system; (2) full text of Decree o 106, 5 May 1951, estab-
lishing the new system, and texts of supplementing regulations;
and (3) practical advice in connection with the operation of the
new system.

¥ Subsequently, under Decree No 32 of the Council of Ministers ;
dated 22 April 1952§ the introduction of tech-
nological norms was e mandatory. Under the latter decree, the

use of statistical methcds or estimated figures in calculating
norms, a8 described below, is no longer permissible: norms are to
be based on optimum operating conditions and performances and on
the mandatory introduction of practical innovations. Thus, Decree
Ko 32 of 1952 would seem to represent a considerable tightening
of requirements as compared with Decree No 105 of 1951.

W

Data from the three parts of the brochure follows.
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I, INTRODUCTION

The object of this brochure is to assist the Council of Ministers in
implementing Decree No 105, dated 5 May 1951, relative to the introduction of
the bonus system.

C At the second congress of the Bungarian Workers! Party, Erno Gero made
the following statement on the wage system based on index figures:

"We must discontinue the dual time-rate sysuvem, one form of which is
called the index system. The index system is actually e time-rate system in
concealed form. We must transfer as many workers as possible to the piece-
rate system. All vorkers verforming work which does not lend itself to the
piece-rate system must Le transferred to the time-rate system, so that
¢ uniform time-rate system will be created. At the same gime we must
introduce the incentive-bonus system for time-rate workers." To arrive at
the specific reasons which led to the discontinuance of the index system, it
vwill be necessary to go into Gero's criticism in detail.

i, The index system operated fairly well in the first years following liber-

" ation. After the introduction of piece rates, however , the index system lost
its pover of incentive and became a handicap to continued industrial expansion.
Moreover, the weaknesses inherent in the system itself were aggravated by mal-
practices. Nevertheless, it would be rash to presume that the change-over from
the index system to the incentive-bonus system will be a cure-all. To overcome
the shortcomings of the old system it is imperative to describe them clearly,
80 that they may be avoided in the application of the new system.

The following examples illustrate the defects of the index system:

1. The formulas for cal culating wages were often too complicated, and
only workers with a knowledge of advanced arithmetic were able to figure out
their earnings.

- 2. The index figures were often based on unrelated elements. Thus , in
.- a hatchery the pay of the incubator attendants was based on a formula which
S ) included the number of chicks hatched, the number of chicks delivered alive y
the number of eggs received for hatching, the number of unhatched eggs, the
consumption of petroleum, etc, Obviously, the incubator attendants never knew
how much they were sarning.

3. Gometimes the index system wes used whea it would have been poseible
to employ piece rates. This was usuplly done as a matter of convenience, that \
is, to avoid preparing norms. In other cases, the sul: :rfuge served to place
a celling oa earnings.

- L. In many ccaes the index system was resorted to when it was found im-
possible to arrive at a wage formula; the management then took flight to arith-
: metic acrobatics. In an enterprise, for example, the dressing-room attendants

were paid according to a formula which included the value of articles which
disappeared from the dressing room, the number of dressing-room attendants »

the rumber of persons caught stealing, and a "weight" factor. 1I* is, of course »
needless to waste any comments on such a formula; however, it appears from this
particular index that it was taken for granted that a certain number of articles
would disappear from the dressing room and that the attendant received a reward
wher he caught a thief red-handed.

-2- 1

RESTRICTED |

: ‘ o

Sanitized Copy App 2011/08/11 : CIA-RDP80-00809A000700090063-1



A
R

Sani‘tized Copy Approved for Release 2011/08/11 : CIA-RDP80-00809A000700090063-1

-

RESTRICTED —

5. Large groups of workers were assigned a single index figure, even
when they were employed at a distance from, or independently of, one another.
For example, the pay of helpers, oumbering 150, was based in an enterprise
on the total time worked by riece-rate vorkers and helpers. This formula prac=-
tically converted the helpers' wages into g lottery.

P

%
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.

6. The {ndex formula was often meaningless. The pay of truck drivers
in a certain enterprise included the following elements: fuel consumption per
100 kilometers, a "reducing" factor, fuel actually used, number of kilometers
driven during the month, freight tonnage, time in service ; and a "weight" fac-
tor. The arivers vere, of course, constantly at sea as to their earnings.

=

A proper wage system should be conducive to increased. production, better
quality of products » and economy in operations. Such a system is the pilece-
rate system, Besides the plece-rate system, only the time-rate system is recog-
nized in socialism. To promote incentive, however, it is necessary to pay a
bonus in addition to time rates under certain circumstances, As a result, the
bonus system is actually a variant of the time-rate system and its introduction
is expected to provide a powerful stimulus for increasing production.

II. DECREE AND INSTRUCTIONS

@his section presents in an abbreviated form Decree No 106 of the Councal
of Ministers, dated 5 May 1951, and Instructions No 5,649/1951 of the National
Wege Committee, both of which are contained in full in the brochure. The in-
structions referred to are glven In parentheses after each Frovision of the
decreej

1. The bonus system may be used for manual work in cases when savings
are directly measurable.

(The object of the decree is to extend the piece-rate system on g broad
. basis to workers who previously received their vages under the index system.
For this reason, all workers now under the index system must be Placed under
the plece-rate system , provided that their work is directly measurable in stand-
ard units, such as kilograms, meters, liters, etc. After the abolition of the
index system, all workers vho are eligible for the bonus system must receive a
tonus in addition to time vages. Other workers will pe pald straight time wages.
In case savings are not directly measurable, a bonus may be authorized only by
a minister.

2. In general, the bonus is based on individual performance; consequently,
the bonus system should be employed primarily in caues where individual performe
ance is measurable. If, due to the nature of the work, it is impossible to meas-
ure individual performance » 8roup performance may be get up as a basis for bonus.
In this case the worker is entitled to a bonus only if his Job has a direct
bearing on the performance of the group. (Only performance for vhich authentic
data is available in the Plant may be used as a basis for bonus payments. Bonus
is based on group performance only in exceptional cases. )

3. Primarily, the following rour performance categories shouid be used
as bases for bonuses: (a) conservation of materials, (b) reduction in the
cost of production, (c) improvement in quality, and (d) increase in produc-
tion. 1In general, improvemen. over previous performance is a Prerequisite for
bonus payments. (If the interests of an enterprise require it, the management
is muthorized to set up special performances not included in the above cate-
gories as bases for bonus paymente. )
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b, fThe rerformances which form the bases of bonus payments must be msas- ,
urable by eco.umic or production index figures. Each worker is entitled to a '
bonus in proportion to the result of his rerformance. (In calculating the
amount of bonus payment, extra pay for overtime should not be added to the
basic wages.) ’

5. The bonus will be based on only one performance or ; at the most, on
tWwo performances. Qme or two additional performances may be specified as ex-
cluding prerequisites for the Dayment of bonus due. The following is an ex-
ample of an excluding prerequisite: 4 worker may participate in a bonus for
increase in production, provided the amount of reject does not increase; if
the reject increases » the worker is not entitled to a bonus, even though pro-
duction has increased.

{1t is not Permissible to set up a combination of several performances
of the same character as a basis for bonus. For example, in tailoring it is
not permissible to require an increase in production and a reduction in rem-
nants at the same time. In general, it 1s preferable to set up an excluding
prerequisite. In case one of two performances is not fulfilled, it must e
clearly defined by how much the beaus for the fulfillment of one performance
is to be reduced due to nonfulfillment of the other performance. )

6. In general, it is not permissible to modify the conditions of a per-
formance for 6 months. Excluding prerequisites may be modified before the
lapsc of 6 months, provided that changed economic objectives have come into
Prominence in the plans of the enterprise. The conditions of the performance,
or of the excluding prerequisite, must be modified before the lapse of 6
months if technological or organizational conditions affecting the fulfill-
ment of the performance have changed, or a mistake or fraud in the calcula-
tion of the borus has been discovered.

(The conditions of a performance which seirves as & basis for bonus for
innovators may be modified ouly 6 months after the introduction of the innova-
tion. An innovatior is considered %o be in force when the innovator or another
worker cormences to utilize it. In case wide appiication of an innovation is
made ma.datory in a plant, the workers who accept the innovation are not en-
titled to preferential treatment. The workers must be notified in advance of
the modification of performances for which bonus is due.)

7. The bonus must be identical for each unit of the performance. Devig-
tion from this rule must be approved by the supervigory organ under which the
enterprige is operating. (The Bupervisory crgan may also approve prog:essive,
diminishing, or graduated bonus scales.)

8. The total amount of bonus Payments must be included in the wage fund
of the enterprise and is restricted to a percentage, set by the minister con-
cerned, of the savings due to the performances revarded. (Wage fund plans for
the third quarter of 1951 must be prepared with due regard for the changes in
vages as a result of the abolition of the index system and the introduction of
‘the bonus system.) .

9. Bonus regulations will be issued by the ministers concerned for the
various industrial branches under their jurisdiction. These regulations will
include: (a) detailed instructions for the introduction of the bonus system
with due regard for the speclal characteristics of the different brancaes of
industry; (b) specifications of the performances or savings for which a bonus
is payable, e. g., reduction of coke consumption in metallurgy; (c) specifi-
cations for ccllective perforuances; (d) the bercentage of savings expendable
for bonus payments; and (e) instructions relative to the continuous supervision
of the operation of ‘he bonus system. The bonus regulations will be igsued by
the ministers by 15 May 1951.

‘"
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10. Tre performances, as well as the bonus rates » V111 be set by the
He is also authorized vo allow bonus payments for

manager of the enterprise,
performances, other than those listed undey (9) above

1l. The caleulation of bonus payments must be eclear, to bermit all workers
The workers must be notified of the amount of bonus to which

to understand it.
they are entitled for 8specific performances,

(Performance and bonus must " e correlated in tabulated form. The
bonus is payable during the month following the month of performance,
vorker's requeat the enterprise ig Tequired to make available to him the datg
Vhich served as basis for the calculation of the bonus. )

12. Temporarily, the bonus 8ystem 15 to be applied first to workers whose

wages are based on the index system or on time rates

(Enterprise managers are authorized to extend the bonus system to time-

rate workers when bonus performances can be set up,

system is the responsibility of the ministers concerned,

tions will be issued by the National Wage Committee,

system by the warious enterprises s the responsibility of the managers, )

13. The Presen. decree will ‘become effective on 1 June 1951, when all
s egulations governing the index System vwill become void.

(Agricultural manual workers, except manual

cultural-machine repair shops, are not affected by the provisions of this de-

cree.)

' ! ! ' o
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Introduction of the bonus

Implement ing regula~
Adoption of the ‘bonus

workers employed by agri-

III. ADMINISTRATION OF THE DECREE T

The eaterprises wil} facilitate the introduction of the decree of the

Council of Ministers by: (1) making a survey of the

operations of workers

under the index system and (2) assigning these operations to the Plece-rate,

time-re.te, or bonus system.
problems arising out of the bonus system.

The follewing sections are devoted largely to
Cursory comments will deal with

certain problems affecting piece-rate and straight-tipe-rate workers.

Survey and Reasgsignment of Index-System Workers

The first step is to Prepare comprehensive job descriptions for all manual

workers who are now under the index systen,
signed either to Plece rate or to time rate,

These workers will then be reas-
The object of the survey is to

find out to which of these two systems index-system workers are to be reassigned.

Concurrently with this work, technological and organizational problems
muet be investigated by the mansgement in cooperation with rarty and trede-union

.representat.ives.
the manager of the enterprise,

8ingle responsibility for g3l decisions, hovever, rests with

In view of the 20-percent differential between piece-rate and time-rate
basic wages, it is to be expected that many index-system workers will elect ra-

essignment to the former category.
be honored.
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Workers who cannot be reassigned to piece rate are eligible for bonus in
addition to time rates, and the manegement is reguired to define the conditions
governing bonus payments. It is » however, possible that, in practice, condi-
tlons for the introduction of bonus payrents are nonexistent in certain occupa-
tions, e.g., when idle machine hours are recorded in a total sum and are not
v broken down as to causes » 8uch as material shortage, breakage, repair, etc.

s In this case the maintenance workers would bave to be reassigned to straight
" time rates without a bonus.

The rewaining imdcx-system workers will be reasgigned to straight time
rates. - In this connection it is essential that the management should resist
all efforts to upgrade workers in this category. On the other hand, the
manggement has the responsibility of introducing techmological or organiza=-
tional changes which will epnable it to reasslgn as many time-rate workers to
the bonus system as possible. §

Bonus System Problems

8ince the bonus system was previously unknown in Hungary, the problems
arising from its introduction are dealt with in detail in this section, The
first steps are: (1) calculating bomis index Tigures, (2) calculating the
amount of bonus payments, (3) in certiin cases obtaining approval from super-
visory organs, (4) explaining the bonus data to the workers » and (5) training
vage clerks in the operation of the bonus system. The following paragrophs
deal vith these as well as other bonus system problems.

. 1. Under the decree all bonuses must be based on bonus index figures.
. These index figures must reflect e performance of the worker. In practice,
lovever, certain occupations cannot be subsumed under the index figure. Thus,
the bonus regulations for the automobile industry 1ist 15 occupations and omit
the helpers. In other cases certain occupations (e.g , in comnection with
bottlenecks) will require a special bonus, Bonuses in these cases are authore
ized, provided that they do not conflict with the decree and the implementing
) instructions of the Natiomal Wage Committee.

2. The bonus index may be calculated either from the plan figures or
from statistical data. As between the two methods ; calculation of index fig-
ures based on plant statistics is more complicated. In the latter case, prog-

. Tess as vell as trend must be given due veight, instead of the acceptance of
s the simple arithmetic average. However, the new index is not permitted .o
’ reduce earnings; if neceseary, a higher bonus rate must be employed.

3. The decree states that the total amount of bonus payments must b~ ine !
i cluded in the wage-fund plan of the enterprise. It is true that basic bonuses 1
are allocated to the enterprises by the ministries ; however, these allocations
represent totals. Within these totals the bonus rates are arrived at by the
managenent as dictated by plant economy. Also ; the management is free to pay
out only part of the allocated sums. In short, the allocations represent a ‘
ceiling for stated performances. :

4. Relative to the coordination of performance and bonus rate, the decree
states that the worker is entitled to an identical bonus for each unit of per-
formance. Howevsr, coordinstion other than on s linear » l.e., one-~to-one, basis

. is also permitted, namely, on rrogressive, diminishing, or graduated scales.
0 Calculations in terms of plant economy must be rerformed in case of a linear
_— as well as & progressive series of bonuses » to forestall the exhaustion of allo-
cations before the maximum performance -is realized.

i 1
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5. Performance and bonus rate are established oy the manager o5f the enter-
mrise. Special authorization by the supervisory organ is required ip the eveit
that the economic effect of the bonus system on the enterprise is not demonstrable »
or  ‘nonlinear - coordipation between performance and bonus rate is proposed.

: 6. In establishirg performances and bonus rates it is advisable to pre-
; ‘serve, for the inspection of the supervisory organ, all documentation pertain-
; ing to bonus data. To guarantee effective supervision » 811 bonus data should
. be entered in permanent records and all calculations, approvals, and payments
. should be documented,

7. To satisfy the requirements of the decree as well as of economic prog- !
Tess, wurkers must be thoroughly familiar with the required performsnces , the j

anount of borus, the excluding prerequisitee ; and the method of calculating the '
bonus. For this purpose it is advisable to have the immediate supervisors irn- ;
struct the workers in the required performances and advise them a8 to the phase
of the vork which must be performed with particular care.
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